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County Agent’s Notes:

January 29, 2001

More on the fuel problem…..
At the risk of straining your interest in the subject, I want to go a little further into the
subject of fuel prices as they relate to agriculture, specifically in Mississippi. After writing the
previous story about the surge in natural gas cost which have so adversely affected local agrelated businesses like Natchez Trace Greenhouses, I found that a very strong effort is being
organized to evaluate this situation throughout Mississippi and the nation. Seldom has an issue
come to prominence so quickly, but this is understandable since fuel costs not only affect
agriculture but every other facet of our daily lives as well.
As background we need to look at the last few years. In the early and mid-1990s, natural
gas was cheap and plentiful, and was expected to remain cheap for a long time. It was an
attractive alternative to electricity for commercial and residential heating. Used to generate
electricity, it was cheaper than other fossil fuels, particularly coal and oil, and it burned cleaner.
Demand started to grow, pushing the price of natural gas upward in the late 1990s. Industry
people claimed that limited infrastructure was the culprit. Their solution was to build pipelines
to get the seemingly unlimited supply of gas to market, expecting this to cause prices to ease off
again. New pipelines are onstream now, but prices have not eased at all. In fact, prices are hitting
record highs.
Price peaks we are witnessing now have three main causes. The first is “normal” winter
demand. As North America got colder, people cranked up the heat. Historical evidence that

colder winters would return was ignored because of stories about global warming. More homes
and offices were heated by natural gas, or by electricity generated from natural gas - so gas
demand increased, and so did the price.
The second factor contributing to rising natural gas prices is that gas is a traded
commodity. The market for gas is much like the market for pork bellies, corn, soybeans or
cotton. Another confusing factor is that natural gas is priced at various points in North America,
and the price varies considerably from one place to another. Daily prices best reflect the
volatility of the market while contract prices level out some of the worst market extremes.
Unfortunately, most home, agricultural, and small industrial users are vulnerable to the
extremes being seen in the day-to-day or “spot” market. Large contract buyers of gas with
lower prices locked down have profited by selling their gas at high spot market prices, causing
problems in other sectors. An example of this is the current shortage of nitrogen fertilizer that
has resulted from fertilizer manufacturers selling their gas contracts.
The third factor according to many experts is that the price surges we are experiencing
now are related to fundamental constraints on the supply of natural gas. Much of North
America's natural gas comes from Western Canada. The gas that has been produced there to date
was the easiest and cheapest to get. Future supplies from that area will be more expensive to
extract, or will come from more remote places like the Arctic and offshore sites. Because of this,
the price of natural gas is not likely to go back down to the $2.00 range per MMBtu that we
enjoyed in the early 1990’s, even when the many new wells now being drilled are brought on
line.
The hope for “reasonable” natural gas prices rests with the market itself. As we are
already seeing, when gas prices get too high, alternative fuels will come into play, and

consumers begin to find ways to conserve. When these factors begin to act on the market those
who set gas prices will begin to back off. Coal will reassert its place in the market; and this is a
very real factor for our area with the opening of coal mining operations almost at our doorstep.
Sustainable fuels like wood, solar, hydro, and wind will get a chance at some of the business.
Policy makers may even consider more stringent forms of regulation as a way to stabilize the
economy which has been driven in recent years to become dependent on natural gas for
environmental concerns.
A comment I have heard from several is that someone is making unfair profits, and this is
likely true at some level. Let’s face it, we live in a capitalistic society (that works pretty well)
where people do that sort of thing. Local suppliers are taking a lot of “heat” about this, but in
fact they are only intermediaries caught “between a rock and a hard place” so to speak. The
problem is much bigger than this, and is based in issues like long term planning by the gas
industry, unrealistic environmental constraints from our government, and obvious underestimation of demand by everyone concerned.
As the old saying goes, “it’s an ill wind that blows nobody good.” It may be difficult to
see right now, but we will probably benefit from this in the end in the form of more realistic
energy policies, the development of alternative energy sources, and improvements in the
efficiency of energy use. The biggest concern today is that activities which depend on natural
gas must continue somehow. Our wits will certainly be tested in making this happen, but
somehow it will be accomplished. After all, this is America….

